Nthabeleng Mmako (South Africa) Discretionary disclosures: reactivity and proactivity in the chairpersons' statements of JSE-listed companies in South Africa Abstract A review of the literature on corporate governance and narrative disclosures highlights the need for assessment of the formulation of the chairperson's statement. This research is justified as corporate reporting today is more integrated. The significance of the study may be that even though only the chairperson's statement is investigated, it may be a good starting point for understanding how change is ushered into an organization and from what perspective this takes place. Findings of content analysis of 100 Johannesburg Stock Exchange (JSE)-listed chairperson's statements suggest that as part of the communication intended mainly for investors and other stakeholders of the company, the chairperson's statement is written as a reactive statement to environmental factors or as a proactive statement to counter environmental factors that may affect or have affected the company's performance. This study will be useful in helping readers to improve their understanding of a company's efforts to communicate with them, from the chairperson's perspective.
Introduction


As a requirement of the Companies Act of 2008, all publicly listed companies in South Africa are required to produce integrated annual reports within six months of their financial year-end. Often contained in this integrated annual report is the customary statement of the chairperson. Written by the highest order of the board, the chairperson's statement provides insight into the organization's reality through an explanation of its performance and insight into its strategic plan. The chairperson's statement is associated with the future of the company and such unaudited disclosures contain important information which is not only concerned with a report of the company's past performance (Riley & Luippold, 2015 However, there are many factors that could possibly influence a company's decision to disclose. These factors include the extent, frequency and method of disclosure; the company's objectives with disclosure; the size of the company, listing status, culture and complexity of the company; the size, type and culture of the company's shareholders; the cost of disclosure; the favorableness of the news; and the intensity of competition, earnings margins and rate of return (Myburgh, 2001, p. 201 ).
The formalization of reporting requirements, such as corporate governance, environmental disclosures and sector-specific issues, has made the discussion of certain pertinent issues necessary for inclusion in the chairperson's statement. From the chairperson's perspective, the inclusion of these issues in the chairperson's statement may be seen as a display of sincere effort to demonstrate accountability. From the reader's perspective, the inclusion of such issues may be seen as a way to judge the legitimacy of the organization.
Generally, corporate annual documents are seen as either reactive or proactive. These documents are considered proactive if they construct and project a particular image and are considered reactive if they respond to the concerns of particular groups (Stanton & Stanton, 2002, p. 493) . Awareness of reactivity and proactivity in the chairperson's statements of listed companies may contribute to an understanding of the priorities of the chairpersons of these listed companies regarding communication with various stakeholder groups.
The conceptual framework discussed in the literature review provides a starting point for the perspective from which the chairperson's statement is formulated.
Purpose of the article
By nature, financial statements are historical documents which indicate compliance and contain mandatory disclosures (Smith & Taffler, 2000 , p. 625; Abrahamson & Amir, 1996 , p. 1157 . The unstructured nature of the chairperson's statement may be indicative of the intended communication strategy pursued by the organization with its stakeholder groups. Today, however, the chairperson's statement cannot be seen as merely a free-flow document guided primarily by what the chairperson would like to disclose to the public. Stakeholder concerns that inform whether a company's internal controls for performance involve the balance of interest of affected stakeholder groups should be addressed. This is important, since the importance of this statement as a contributing factor to an investment decision cannot be ignored (Abrahamson & Amir, 1996 Stanton & Stanton, 2002 ) that good performance of the high-performing company is attributed to hands-on, sound strategic direction offered by the board and poor performance is a result of economic climate.
The remainder of the article addresses corporate governance in South Africa, followed by a discussion of discretionary disclosures. A conceptual framework that informed analysis is provided. The methodology used in the study is, then, explained, followed by a discussion of the findings and results. The article is concluded with a discussion of recommendations and implications. A study by Padia and Yaseen (2011) found that, in South Africa, companies generally disclosed more on their corporate strategies, but there was a tendency to make sufficient disclosures to appease stakeholders without putting the company in jeopardy. This was attributed to the fact that strategy disclosure was voluntary and not mandatory. Companies were reluctant to disclose too much in fear of being held accountable for these 'promises'. In contrast, ethical, social and environmental information appeared more throughout annual reports than was previous practice in South Africa, which was to merely mention it in the chairperson's statement (Solomon & Maroun, 2012, p. 5) . However, reports showed that reporting on social, environmental and ethical issues is still driven largely by regulatory requirements. In their research, Solomon and Maroun (2012, p. 46) noted a change in discourse in the chairperson's statement which had become more stakeholder oriented. Overall, recent annual reports included lengthy discussions about the 'belief' in long-term stakeholder relationships, the creation of long-term value and wealth creation. Myburgh (2001, p. 201 ) distinguishes between mandatory and voluntary disclosures, stating that mandatory disclosures are those that are required by law, stock exchanges and prescribers of accounting standards, whereas voluntary disclosures are made available at the discretion of the company. Yeoh (2010, p. 218) argues that the usefulness of mandatory disclosures as powerful deterrents against agency conflicts lies in their ability to address stakeholder concerns such as a company's social, safety and environmental impact. However, voluntary disclosures are described as biased with the problem of selective dissemination and what may be deemed 'creative accounting'. While it is assumed that a company can withhold information, any disclosure it makes must be truthful. This representation seems inaccurate in describing voluntary disclosures which are rarely auditable or verifiable (Stocken, 2012 , p. 398). Stocken (2012, p. 399) explains this by stating that managers incur fixed costs in disclosing private information and this serves as friction; therefore, ruling out the possibility of a full disclosure. Verrecchia (1983, p. 179) concedes this position by referring to a threshold where an author exercises discretion by choosing a point or degree of the information quality above which he discloses what he observes, and below which he withholds information.
The disclosure of voluntary information is often justified from an economic standpoint where advantages to disclose must outweigh disadvantages to not disclose. This is often measured in terms of costs and the size of the risk to disclose (Depoers, 2000, p. 248).
Motivators for disclosure. Merkl-Davies and
Brennan (2007, p. 167) provide two explanations for discretionary narrative disclosures. Firstly, they posit that discretionary narrative disclosures assist in informing better decision-making, as they provide incremental information that reduces information asymmetries between management and the company's stakeholders. Secondly, discretionary narrative disclosures provide the opportunity for company management or executives to exploit information through engaging in impression management. (Tilling, 2004) . This means that companies should manage their legitimacy, as it helps to stall negative actions against the company and gives the company some level of autonomy regarding how they conduct their business. However, Tilling (2004) warns against the use of the abstract measure of legitimacy, stating that instead of subjective measures of legitimacy by researchers, legitimacy can be inferred from the 'fact' that legitimate organizations are able to attract resources for their survival. Legitimacy, however, still provides a foundation in explaining corporate disclosures of companies. Organizations in their communication with stakeholders may establish, maintain and, in both negative and positive circumstances, defend their legitimacy.
Research methodology
The sample for this study consisted of 50 topperforming companies on the JSE main board, as well as 50 poor-performing companies. These companies were selected using Earnings Before Interest, Taxes, Depreciation and Amortisation (EBITDA) to rank them as either high-performing or poor-performing. EBITDA provided a fair means to compare companies across industries, since it does not take into account financing and accounting decisions. This was necessary in this particular study. A limitation of EBITDA, however, is that it does not measure cashflow which can be misleading to an extent.
This list of 100 companies was obtained from the McGregor BFANet database. The integrated annual reports of these companies for the 2012 financial year were downloaded from the companies' corporate websites. Companies ranged from mining companies to pharmaceutical companies, hotel groups, banking companies, real estate companies, transport and freight companies, and medical groups.
The units of analysis, that is, the chairperson's statements of the various companies, are contained within the integrated annual reports. Furthermore, the chairperson's statement was converted to Rich Text Format (RTF) to allow optimal analysis of the document using the Atlas.ti software package. Atlas.ti software allowed the researchers to create codes, and from these codes group similar or related codes into code families, which were then interpreted as the reactive or proactive discretionary disclosures in the chairperson's statement. The purpose of coding is to capture meaning in data and to create a set of related information units for the purpose of comparison (Atlas.ti 7, 2013, p. 16). The study did not aim to bring any company into disrepute and, therefore, anonymity of the companies is maintained in the discussion of the findings.
For the purpose of this research, the inductive approach to content analysis was used, as the study aimed to understand how the formulation of the chairperson's statement takes place and to determine the perspective from which it is written. Figure 1 below depicts the data production and data analysis process followed in the research.
Fig. 1. Research implementation process
Source: author's own compilation.
Findings and results
The discussions in this section explain the stance of the chairpersons of high-and poor-performing companies in communicating plans, projects, proposals and initiatives, and the overall strategic direction of the company. Reactivity was judged on whether the chairpersons detailed efforts and plans as a response to external factors, and proactivity was judged on whether the chairpersons communicated efforts and plans that fed into the company's strategic direction and included a dimension of growth. While it is believed that companies in developing countries were not as harshly affected, the effect of this global financial crisis had, to some extent, an impact on the performance of companies. In 2012, both highperforming and poor-performing companies still mentioned the effects of this crisis on their performance. In this sense, both were reacting to influences in the macro environment. Mining companies featured prominently in the list of high-performing companies for this study (11 out of 50). Other than reporting on improved safety performance through a decline in reported fatalities at the mines, reactions in their chairperson's statements were centred around issues with greater political concern such as nationalization, corruption in the government tendering processes or the excessive taxing of mining companies; which mining companies believed negatively affected investment opportunities in the sector. Such high-performing mining companies make a great contribution to the country's tax.
Contextual review.
Formalization of reporting standards.
The formalization of reporting requirements, such as corporate governance, environmental disclosures and sector-specific issues, has made the discussion of certain pertinent issues necessary for inclusion in the chairperson's statement. From the chairperson's perspective, the inclusion of these issues in the chairperson's statement may be seen as a display of a sincere effort at accountability. From the reader's perspective, the inclusion of such issues may be seen as a way to judge the legitimacy of the organization. Despite guidance available for listed companies on what to include in the annual report, with the 2012 annual report being either the company's first or second integrated annual report, a lot of confusion existed about the content and format of the annual report (South African Institute of Chartered Accountants, 2012). While companies committed themselves to adhering to King III requirements, as stipulated in the JSE requirements, listed companies also acknowledged challenges encountered in compiling these integrated annual reports. This is highlighted in the following quote:
The Share price is an important measure of company performance. Simply stated, share price is the stock price of the company and can be seen as representative of the future flows of the company (Willcocks, 2010, p. 63) . For investors, the value of the share price is important, as it provides a good indication of return on investment. In the difficult operating environment experienced by companies, irrespective of whether high-performing or poorperforming, the ability to maintain solid, positive cash flows is something the investor may consider attractive and a competitive advantage.
The inclusion of financial information such as dividends in the chairperson's statement is a major highlight and signal for the investor. This is if mandatory guidelines for truthful, honest and accurate guidelines of the Company's Act of 2011 are adhered to. The declaration of such financial information must be done honestly, because failure to provide truthful and verifiable information may be to the detriment of the organization. Despite the fact that the chairperson's statement is an unaudited disclosure, the inclusion of information pertaining to dividends can be seen as binding to the organization, as such promises have to be fulfilled.
The company as a going concern.
Barkemeyer, Comyns, Figge and Napolitano (2014, p. 1) state that annual reports are an important form of communication between a company and its internal and external stakeholders. The importance of these reports stems from the need to communicate nonfinancial issues. They further argue that corporate sustainability reporting could be deemed successful if legitimacy was maintained, regardless of the quality or accuracy of the report.
High-performing companies and poor-performing companies reported differently in this regard. However, both high-performing and poor-performing companies alike remained vague in the chairperson's statements about how they communicated their sustainability efforts. It was more evident in poorperforming companies that no stable guarantees were available that the company would still be in existence in the two-to three-year period to follow. Much of this came from their discussion of their strategy and how capital within the company would be sufficient until the next financial year and that the company needed more financial injection. 
Conclusions and recommendations
Previous studies (Abrahamson & Park, 1994; Bournois & Point, 2006; Stanton & Stanton, 2002) suggest that most chairpersons attributed good performance to hands-on, well thought-out strategy and sound guidance provided by the board of directors. From this perspective, chairpersons presented their companies as proactive in their performance and the achievement of financial success. Reactivity in this research was based on responsiveness to the economic climate and whether the company was responsive to factors related to the company's performance.
The formalization of reporting standards contributed towards the reactiveness of companies. Formalization of reporting standards in the requirement set out by the JSE that all annual reports become integrated reports, led to the underlying misconception that these standards were prescriptive in nature instead of providing guidance on strategy, risk, performance and sustainability being inseparable.
While the effects of the global financial crisis of 2009 were evident in the performance of both highperforming and poor-performing companies, overall reactivity or proactivity could be determined based on the issue at hand. From the perspective of the chairperson, issues in the macro environment and, to a certain extent, issues in the company's market environment were reactively responded to. Issues pertaining to the company's direct environment were often described proactively in the plans, projects and goals of the company.
The chairperson's statements that were analyzed were often downward forms of communication and none of the listed companies provided any opportunity for feedback or clarification on any of the matters discussed. It was never made clear by the listed companies if any forums existed for feedback or input by stakeholders into the annual report. This is recommended even if for a limited time after the publication of that specific annual report.
It is also recommended that future research be directed towards the analysis of industry-specific chairperson's statements. The chairperson's statements of companies in sectors ranging from pharmaceutical companies, mining, construction, telecommunication, hospitality, healthcare and banking, to retail and manufacturing, were analyzed in this research. In the dichotomous sample of highperforming and poor-performing companies, companies could be classified into various and often similar industries. It would be worthwhile to understand formulation perspectives and differences in the chairperson's statements of companies in similar sectors.
